REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON NYANDENI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Nyandeni Municipality, 
which comprise the statement of financial position as at 30 June 2012, the statement of 
financial performance, statement of changes in net assets and cash flow statement for 
the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No.56 of 2003)(MFMA) and the Division of 
Revenue Act of South Africa, 2011 (Act No. 1 of 2011 as amended) (DORA), and for 
such internal control as management determines necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and, section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 
of 2004) (PAA), the General Notice issued in terms thereof and International Standards 
on Auditing (ISAs), my responsibility is to express an opinion on these financial 
statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and 
General Notice 1111 of 2010 issued in Government Gazette 33872 of 15 Docomber 
2010. Those standards require that 1 comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity's preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion. 



Basis for qualified opinion 
Corresponding figures 

7. During 2010-1 1 1 was unable to obtain sufficient appropriate audit evidence concerning: 

• Receivables from non exchange transactions - R888 767 

• Receivables and other receivables from exchange transactions - R1 ,4 million 

• Cash and cash equivalents - R3 million 

• Accumulated surplus - R308,3 million 

• Revenue from exchange transactions- R9,6 million 

• Employee costs - R50, 3 million 

• General expenses - R35,6 million 

• Net cash flows from operating activities - R40,2 million 

• Capital commitments - R9,9 million 

8. During the year under review journals were processed writing off R12 million from the 
bank and cash balance and R1 ,6 million from the VAT receivable balance to 
accumulated surplus. These journals were processed to correct errors identified during 
the prior period audit but could not be supported by appropriate documentation. 

9. In addition to the above, note 31 details restatements of the corresponding figures for 
the 2010-1 1 period. Only the restatement relating to the duplicate recording of 
investment properties on the fixed asset register was supported by appropriate 
documentation. The remaining restatements are not supported by appropriate 
documentation or other evidence. 

10. I was unable to obtain sufficient appropriate audit evidence for the above by alternative 
means. Consequently 1 was unable to determine whether any adjustments to the current 
year revenue from exchange and non exchange transactions, current year expenditure 
and accumulated surplus were necessary, 

11. My audit opinion on the financial statements for the period ended 201 0-1 1 was modified 
accordingly. My opinion on the current period's financial statements is also modified 
because of the possible effect of these matters on the comparability of the current 
period’s figures. 

Property, Plant and Equipment 

12. infrastructure assets with a carrying value of R127 million (2010-11: R155 million) are 
included in the property, plant and equipment of R179 million disclosed in the statement 
of financial position and note 9. The disclosure in note 9 of Infrastructure assets under 
construction at year end does not include construction in progress to the value of R34,6 
million. As a result the assets under construction as disclosed in note 9 is understated by 
R34,6 million. 

13. Various items of PPE with a carrying value of R3 million were journalised into assets 
from accumulated surplus during the year under review. This journal was not supported 
by appropriate documentation or other appropriate evidence. As a result I could not 
obtain sufficient appropriate evidence to confirm the validity of this adjustment or whether 
any further adjustments to PPE or the accumulated surplus are required. 

14. Furthermore, appropriate documentation, calculations, and workings supporting the 
deemed cost of these assets of R320 million (2010-11: R320 million) at the date of 
implementation of GRAP 17 could not be provided. The lack of appropriate records and 
systems prevented me from verifying this cost by alternative means. I was thus not able 
to obtain sufficient appropriate evidence to confirm the valuation of infrastructure assets. 



Consequently, I was not able to determine whether any further adjustments were 
required to the carrying value of infrastructure assets stated at R127 million (2010-11: 
R155 million) in note 9 and the depreciation charge stated at R31,3 million (2010-11: 

R30 million) in the statement of financial performance. 

Irregular expenditure 

15. Documentation supporting the awarding of tenders to the value of R27,8 million (2010- 
11: R7,5 million) could not be provided for audit purposes. As a result I could not obtain 
sufficient appropriate audit evidence that these awards were made in accordance with 
the municipality's supply chain management (SCM) policy. I was also unable to obtain 
the required evidence by alternative means. It was therefore not possible to determine 
whether the SCM processes had been followed and whether the payments made on 
these contracts resulted in irregular expenditure. Consequently, I was unable to 
determine whether any further adjustments were necessary to the irregular expenditure 
disclosed in note 41 at R5 million (2010-11 R663 568). 

Qualified opinion 

16. In my opinion, except for the effects of the matters described in the basis for 
qualification paragraphs, the financial statements present fairly, in all material respects, 
the financial position of the Nyandeni Municipality as at 30 June 2012, and its financial 
performance and cash flows for the year then ended in accordance with in accordance 
with GRAP and the requirements of the MFMA and DORA. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

17. In accordance with the PAAand in terms of Genera/ r70f/ce 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined oblectives 

18. 1 performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages ... to ... of the annual 
report. 

19. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether It is presented in accordance with the National 
Treasury’s annual reporting principles and whether the reported performance is 
consistent with the planned development objectives. The usefulness of information 
further relates to whether indicators and targets are measurable (i.e. well defined, 
verifiable, specific, measurable and time bound) and relevant as required by the National 
Treasury Framework for managing programme performance information (FMPPI). 

20. The reliability of the information in respect of the selected development objectives is 
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid, 
accurate and complete). 

21 . The material findings are as follows concerning the usefulness of the information. 

Usefulness of information 

Planned and reported targets are not measurable and specific 

22. The National Treasury FMPPI requires that performance targets be measurable and 
specific in clearly identifying the nature and required level of performance. A total of 29% 



of the targets were not measurable and specific in clearly identifying the nature and the 
required level of performance. This was due to evidentiary requirements not being 
appropriately considered during the strategic planning processes. 

Planned and reported indicators are not well defined (Measurability) 

23. The National Treasury FMPPI requires that indicators/measures should have dear 
unambiguous data definitions so that data is collected consistently and is easy to 
understand and use. A total of 29% of the indicators relevant to the annual performance 
report were not well defined in that clear, unambiguous data definitions were not 
available to allow for data to be collected consistently. This was due to evidentiary 
requirements not being appropriately considered during the strategic planning 
processes. 

Planned and reported indicators are not verifiable (Measurability) 

24. The National Treasury FMPPI requires that it must be possible to validate the processes 
and systems that produce the indicator. A total of 29% of the indicators were not 
verifiable in that valid processes and systems that produce the information on actual 
performance did not exist. This was due to evidentiary requirements not being 
appropriately considered during the strategic planning processes. 

Reliability of the annual performance report 

25. There were no material findings on the reliability of the annual performance report 

Compliance with laws and regulations 

26. I performed procedures to obtain evidence that the entity has complied with applicable 
laws and regulations regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific matters in key 
applicable laws and regulations as set out in the General Notice issued in terms of the 
PAA are as follows: 


Annual financial statements, performance report and annual report 

27. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements in capital assets, current assets, liabilities, revenue, expenditure and 
disclosure items identified by the auditors were subsequently corrected, but the 
uncorrected material misstatements resulted in the financial statements receiving a 
qualified audit opinion. 

Audit committees 

28. The audit committee was only appointed towards the end of the financial year and was 
not in place for the full year under review, as required by section 166(1) of the MFMA As 
a result it did not: 

• Advise the council on matters relating to financial control and internal audits, 
risk management, accounting policies, and effective governance as reauired 
by section 166(2)(a): 

• advise the council, accounting officer and the management staff on matters 
relating to the adequacy, reliability and accuracy of financial reporting as 
required by section 166(2)(a)(iv) of the MFMA; 

• advise the council, accounting officer and the management staff on matters 
relating to compliance with the MFMA, DoRA, as required by section 
166(2){a)(vii) of the MFMA; 

• respond to the council on the issues raised in the audit reports of the Auditor- 
General, as required by section 166(2)(c) of the MFMA; 



• meet at least four times a year, as required by section 166(4){b) of the MFMA. 

Internal audit 

29. The late appointment of the audit committee resulted in the internal audit unit, although 
in place, not being able to report to the audit committee, as required by section 165(2) 

(b), for the greater part of the financial year under review. The audits carried out by it for 
most of the year were thus not derived from a properly approved internal audit plan. As a 
result it did not advise the accounting officer on matters relating to internal controls, 
accounting procedures and practices, loss control and non compliance with laws and 
regulations as required by section 165 (2) of the MFMA. 

Procurement and contract management 

30. Goods and services with a transaction value below R200 000 were procured without 
obtaining written price quotations from at least three different prospective providers, 
contrary to the requirements of SCM Regulation 17(a) and (c). 

31. Bid specifications were not always drafted by bid specification committees which were 
composed of one or more officials of the municipality as required by SCM regulation 
27(3). Furthermore bid specifications were not always approved by the accounting officer 
prior to the advertising of the bids as required by SCM regulation 27(2)(g). 

32. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, as per the requirements 
of SCM Regulation 13(c). 

33. Construction projects were not always registered with the Construction Industry 
Development Board (CIDB), as required by section 22 of the CIDB Act and CIDB 
regulation 18, 

34. Sufficient appropriate audit evidence could not be obtained that contract and quotations 
were only awarded to providers whose tax matters have been declared by the South 
African Revenue Service to be in order as required by SCM regulation 43. 

35. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

36. The prospective providers list for procuring goods and services through quotations was 
not updated at least quarterly to include new suppliers that qualified for listing, while 
prospective providers were not invited to apply for such listing at least once a year, as 
per the requirements of SCM Regulation 14(1)(a)(ii) and 14(2). 

Expenditure management 

37. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

38. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised expenditure when it was incurred as well as accounted for creditors and 
payments made, as required by section 65(2)(b) of the MFMA. 

39. Unauthorised/ irregular/ fruitless and wasteful expenditure was not recovered from the 
liable person, as required by section 32(2) of the Municipal Finance Management Act. 

40. The accounting officer did not take reasonable steps to prevent unauthorised, irregular 
as well as fruitless and wasteful expenditure, as required by section 62(1 )(d) of the 
MFMA. 



Revenue management 

41 . Interest was not charged on all accounts in arrears, as required by section 64(2)(g) of the 
MFMA. 

42. Revenue received by the municipality was not always reconciled at least on a weekly 
basis, as required by section 64(2)(h) of the MFMA. 

43. A credit control and debt collection policy was not adopted, maintained and implemented 
as required by section 96(b) of the MSA and section 62(1)f{iii) of the MFMA. 

44. The valuation roll was not updated at least once a year as required by section 5 of 
Municipal Property Rates Act 77. 

Asset management 

45. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register) and a management accounting and information system that accounted for the 
assets of the municipality, as required by section 63(2)(a)and (c) of the MFMA. 


INTERNAL CONTROL 

46. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for qualified opinion, the findings on the annual performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

47. The municipality did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related controls. The municipality did 
not have sufficient monitoring controls in place to ensure adherence to the internal 
policies and procedures at a programme or objective level, as well as for purposes of 
taking corrective action. This has resulted in numerous instances of non-compliance as 
well as the qualified of opinion on the audit report. 

48. Management did not establish and communicate policies and procedures to enable and 
support an understanding and the execution of internal control objectives, processes and 
responsibilities. Processes had not been instituted for the communication and 
implementation of policies and procedures. As a result, some policies were designed but 
not properly implemented and a number of instances of non-compliance with various 
policies were identified during the audit process. 

Financial and performance management 

49. Management did not implement adequate processes to ensure proper record keeping 
and, as a result, information was not submitted for audit purposes and delays were 
experienced in the submission of information. 

50. The monthly reporting processes and systems implemented by the municipality do not 
assist in the preparation of monthly financial and performance reports that are credible 
and under -pinned by appropriate reconciliations and record keeping. 

51. Formal controls over the information technology (IT) systems were not designed and 
implemented to ensure the reliability of the systems and the availability, accuracy and 
protection of information. . 

52. The municipality did not have reliable information systems for recording and reporting on 
property plant and equipment, VAT, receivables, accruals and payables. The lack of 



reliable systems resulted in misstatements in the financial statements which were either 
subsequently corrected or not being corrected resulting in qualifications. 

53. The municipality did not have processes to prevent and detect non-compliance with laws 
and regulations. Non-compliance with laws and regulations could have been prevented 
had compliance been adequately reviewed and monitored. 

54. An adequate review of the financial statements, prior to submission, was not conducted 
resulting in numerous misstatements being detected during the audit process. 

Governance 

55. Adequate mechanisms did not exist to identify risks arising from external factors. The 
changing needs or expectations of government, entity officials, and the public were also 
not considered. Risks resulting to the financial statements, compliance with laws and 
regulations and AOPO reporting were not identified and addressed. The municipality did 
not undertake a risk assessment to assess any risks of fraud. Consequently there was 
no approved fraud prevention plan during the year under review. The deficiencies 
identified in the internal controls during the audit places the municipality at the risk of 
fraud not being prevented and detected. 

56. In addition the audit committee was appointed too late during the year under review to 
have had a positive impact on the audit outcomes. Their late appointment also impacted 
on the work performed and the Impact of the internal audit unit. 



East London 
Date; 



AUDITOR-CSENCRAL 
SOUTH AFRICA 


Audifl'ng to build public confidence 



